
the concept of keeping directory services deregulated while
maintaining the contribution to keep basic -rates affordable. In
the business environment, although the number. of competitors and
directories have both increased, Pacific Bell Directory still
maintains a dominant position in the state. (An example of th1S
dominance is the fact that in 1993, Pacific Bell Directory
distributed more than twice as many books than all other
competitors in California combined.)2 While constant, the
.environment is not necessarily static for any publisher because
there exists in the California market several major publishers
not associated with local exchange companies as well as many
other publishers that have niche markets. All pUblishers
are trying to expand their market share although attempts so fa~

have not dislodged Pacific Bell Directory from its dominant
position.

Possible future directory services.

The near future for directory services is expected to be
dramatically impacted by technology and market changes. Instead
of the familiar printed directories, there is activity in
prov1ding listings through CD-ROM disks and on-line access
through modems. As electronic provision of service increases,
the traditional form of printed directories may become less and
less important. One main concern to ratepayers is whether the
contr1but1on that has been ~sed to keep basic rates affordable
w::: be cont1nued in the future.

RELATED ISSUES

Rates for advertis~ng - 10 largest markets

Rates for directory advert1s1ng for a Double Half Column (DHC)
s:ze ad 1n the 10 largest markets 1n Ca~lfornla are shown in
A~pendlx D for the year~ ~980 through 1993.

?ac:f1C Bell's rates for advert1s1ng Slnce 1980 were
a~a~yzed. The most popGlar ad s:ze was stud1ed 1n the ten largest
markets. This ad s:ze 1S called a DHC Wh1Ch 1S an ad two columns
wide by half a column hign. (Since each page 1n the directory
has five columns, a DHC ad is Just a little smaller than a
quarter of the page.) As can be seen by the table in Appendix D,
rates for directory advert1sing have increased at a faster pace
than inflat1on.

2 Data response of PaCific Bell dated February 25, 1994, in
response to data request YP-002.LW.
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The rates for a DHC ad have increased over. 250% on
average between 1981 and 1993 for the largest 10 market areas.
(Among the separate market areas, the range of increases is fro~

210% to 308%.) The Consumer Price Index (Urban) estimates the
inflation rate between 1982 and 1993 at 160%.3 Therefore, while
the growth rate for inflation is 4.04% and the growth rate for
a DHC is 8.04%, over the course of 12 years the difference ~s

greater than 90 basis points.

Since directory advertising revenue more than covers its cost,
this increase in the advertising rates is not cost driven. The
increase in rates suggests the market strength of Pacific Bell
Dlrectory.

Legislative hearings

On October 17, 1988, the California Legislature assembly held
an informational hearIng on competition in the yellow
pages business. The main concern with regard to this issue for
the California Public Utilities Commission (CPUC) was the amount
from the directory activities that are imputed to help keep basic
monthly rates affordable. Staff of the CPUC explained that this
SUbS1dy 1S substantlal--about three dollars per access line per
month. Staff also stated that the method of pricing is at the
market rate and the marg:n, rough:y 50%, IS used to keep monthly
rates low. [3J Pouct concern was expressed that the CPUC was not
actIvely rev1ew:ng the acc~racy of dIrectory revenues. The
cnalrperson was skeptIcal of the monItor1ng process WhICh IS used
to reVIeW the amount Imputed from dIrectory act1vlties. Staff
provided a letter to reassure the chairperson about the
monitor1ng process.

Durlng the hearlngs, the Assembly heard from other d1rectory
providers and bUSInesses t~at advertise. The chalrperson
expressed concern over t~e confusion that ex~sted due to the
p~c:l:era:ion 0: d::e=~c~:es.

Cne speaker presente~ a s~a:: bUSIness vIewpolnt on the Issue of
numerous dlrectorles :r. an area. He stated that prlor to
deregulation "[t)he telepnone dlrectory was a reference book ...
[tjo flnd the goods and serVlces needed In that community -- klnl
of like a dictionary. :: you wanted to spell a word and the
dIctionary were pUbllshed by 880 different publishers, some of
them not complete, It wouldn't be a very good situation."4

3DKI/McGraw-r.111 0.5. Revlew, Aprll 1991, Page 89.
4Report on the Informatlonal Hearlng of the Assembly Cornrnlttee (
Ut:l:tIes and Commerce -- Competition in the Yellow Pages
3~s:r.ess: :onsequer.:es fo: Advertlsers and Readers, Page 11.
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Revenue amount imputed over the years

As mentioned above, the revenues and expenses of
directory advertising are included above-the-llne. Above-the
line treatment means that the revenues and expenses are
considered part of the regulated company. Conversely, below-the
line treatment means that the revenues and expenses are
consldered unregulated.

An Opinion issued on August 11, 1982 by Judge Greene states
that directory services earn "supra-competitive profits". Tha::
same Opinion cites a filing from California estimatlng the
Yellow Pages subsidy at two dollars per line per month.

During the above mentioned hearing before the California
Legislature, the CPUC staff estimated that the subsidy from
Yellow Pages is "about three dollars per access line per month".
The staff also stated that the "margin between the revenues and
expenses is so great that the expense level is about fifty
percent of the total revenue, so the net is the other fifty
percent of the total revenue: three to four hundred million
dollars" per year.

Whether the actual amount of the subsidy 1S closer to two dollars
per ~lne per month or three dollars per llne per month needs no:
to be d1sc~ssed here. W~a::s :~por:ant to recogn1ze 1S that the
a~ount 1S substant1al.

Number of communit1es served and the number of books delivered

AooendlX E lIsts both the number of communlt1es served {called
c:::.lrectory areas' ar.:=: t:--.':' :-'.·-1::,ber of books delIvered by Pac1fIc
Be':"':" D:.rectory throua:-~o...:· t:--ie state. As a note, the number of
books Include the a=t·...:a::-.'-1~.ber of volumes delIvered (l.e. for
San Fran2:scc, the~e Wer0 ~~~ee volumes de:lverd, WhIte Pages,
re~_ow Pages A-L, and Ye_':"o~ Pa~es M-: .

MFJ h1stOry

The Mod1fication of flna':" Judgement dIscussed the placement
of Yellow Pages and presented arguments on Its InclUSIon WIth
the local exchange co~panles. A brief summary of those comments
lC p~e5e~~ed here.

1",.- an 0pInIor.
s~a+c.es :he

.:.ssuec r:;', J~dge Harold Greene on July 26,
reasons fOe tne placement of Yellow Pages
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the Operating Companies. Page 7 of the Opinion states that
"the Court rejected two of [the) restrictions" listed in the
proposed decree. The two restrictions that were rejected by the
Court are the marketing of Customer Premise Equipment and the
publication of the Yellow Pages by the Operating Companies. The
Court explained its reasoning on page 17 of the Opinion statlng
that: "this was being done to ensure the viability of the
local companies and to reduce upward pressures on local
telephone rates".

On page 39 of that Opinion, Judge Greene discusses
the requirement that AT&T turn over the Yellow pages operations
to the Operating Companies. [Footnote 77 lists four reasons why
waiver requests are different than line of business restrictlons
(one of which is Yellow Pages).J The first reason is that the
impact of the publication of Yellow Pages and the marketing of
CPE would have is much more limited than the waiver requests
especially if the requests are "merely the beginning of a massive
dlversificatlon program." Second, Yellow Pages and CPE "have
been traditionally assoclated with the telecornrnunlcatlons
buslness". Thlrd, the "capltal, personnel, and other resources"
needed for Yellow Pages and CPE are "minimal and flnite" as
opposed to the waiver requests which "are not slmilarly limited;
what IS contemplated lS b~oad-scale diversificatIon". Fourth,
"because AT&T would cont.:.nue to be the most formidable
provIder of CPE for a conslderable period of time", the
Operat.lng Companies were ':he "most likely entity to provIde an
e~fe::tlve cQunterbalarJ.::e". Ir~ contrast, the walver requests
sought. relie: to e:l.~er fficrkets that "are already competitIve".

':'he July 20, 1984 0plllion CItes the August 11, :"982 Opinion in
WhICh the Court ruled that AT&T should turn over ltS Yellow
Pages opera':lons to the Opera'::ng CompanIes. The 1982 OpinIon
gave ItS reasons for allowIng Operatlng CompanIes to publish
the Yellow Pages. It states that;

II Jd 2. those who r,a ve COIrJnen t ed on or ha ve s t udi ed the
:ssue agree that tn~ Yellow Pages provIde a slgnlflcant
SU2S1dy ':8 2.C=2~ te,ep~cne rates. ':'hiS SUbSIdy would
most lIkely ccnt::l.~~ _~ the OperatIng CompanIes were
permItted to ccn::n~e :0 publISh the Yellow Pages.

The loss of thIS :arge subsldy would have important
consequences for the rates for local telephone service.
For example, the State of CalifornIa claims that a two
dollar Increase In the rates for monthly telephone
serVIce would be necessary to offset the loss
0: revenues froIT d:rectory advertislng."

C-20



The July 26, 1984 Opinion also made explicit the Court's
lntention that revenues from directory advertising should
be considered by the Operating Companies to provlde a sUbsidy
to exchange rates. The Opinion stated that some Regional Holding
Companles have "breached that understanding" that revenues should
flow from Yellow Pages to the Operating Companies to prov~de

a subsidy. The Opinion cites the following case regardlng Nynex:

"Thus, Nynex has guaranteed to provide its regulate:::i
telephone companies with only a publishing fee -- a
fixed dollar amount -- from its Yellow Pages revenue.
That company contends that the telephone affiliates
will benef:t from this arrangement because
the publishing costs associated with the Yellow Pages
will be shlfted to the separate sUbsidiary, and these
affiliates, as well as the ratepayers, will be
insulated from the risks of the directory pUblishing
business, possible financial loss, and any
fluctuation In the economy. But the revenues from
the Yellow Pages have always far exceeded the costs of
publicatlon. Moreover, ,.., there ever should come a
tlme when these operations are not profitable, the
Regional Holdlng Companies could slmply dlscontlnue
them. In short, the Nynex arrangement does not assist
the ratepayers: it asslsts only Nynex."

~~ a~ Cp:nic~ by Judge ~a~81d Greene issued on Aegust li,
:96~, ~e d:s=ussed the :ssue cf d~rec:o~y advertislng. He stated
t~at restrlctl~g the Operatlng Companles from publlshlng
Yellow Pages lacks an approprlate basls and 1S not 1n the
publlC interest. The OplDlon goes on to explain:

"Nelthe:r of the reaso;)s underlylng the
othe:r rest:rlctlons o~ the Ope:ratlng Companles
the need to preve~: cross subsidlzatlon and
tne lmportance 0: ~re~e~t:ng compet:tor dlscrlmlnatlon
-- has any re:e~a~=~ the prlnted d:rectory markets.

h:: partles concede tna: -ne Yellow Pages currently earn supra
competlt:ve p:::-c::ts. 3e-=:, e.g., the Depa:::-tmen: 0: Justlce
Kesponse to Comments a: -~. :ne:::-e 1S no warrant therefore for
proceedlng on the premlsf :hat :he advert1slng prlces charged by
the OperatIng Compan1es are artlf1cially low as the result of a
subsldy from exchange ser~:ce. Similarly, there 15 no
possiblllty of 1mproper Clscrlmlnat10n by the Operat1ng Compan1es
agalnst competlng d1rect::ry manufacturers Slnce access to the
local exchange ne:work :5 ~ct required for productlon of a
p:::-1nted dlrectcry. :~ s~crt, the Operatlng CompanIes would have
~lttie or nc abl~l:y tc dlscrlmlnate agalnst competltors 1n the
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printed directory market, and this restriction thus has no
procompetitive justification whatever."
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CHAPTER 3

INTRODUCTION TO ELECTRONIC YELLOW PAGES

WHAT IS ELECTRONIC YELLOW PAGES?

"The Market Needs

Electronic Yellow Pages (EYP) is being developed by Pacific Bell
Directory (PBD) in response to the intersecting needs of three
maJor California economic forces:

(l) National and regional manufacturers and marketers of
goods and services;

(2) Local retailers and other direct providers of goods and
services; and

(3) Consumers of these goods and services, who can be either
businesses or consumers.

EYP is being designed to address significant information and/or
marketing communications needs within each of these three
~ustomer segments.

Na~lonal and regIonal manufacturers and marketers of goods and
serVIces need cost-effect:ve access to a precisely defined target
-- their customers and potential customers. They need the
abilIty to measure wIth accuracy, the effectiveness of the
dollars they spend to reach customers and prospective customers.
~hey need to fInd effectIve ways to brIng together the end users
who desIre to buy their products and services, and the retailers
an8 serVIce provIders who sell them at the local level. EYP 1S
be1ng designed to ass 1St na~:onal and reglonal manufacturers and
narketers o~ goods and serv:ces meet these needs.

~~cal retaIlers and other d:rect providers of goods and serV1ces
a~so need cost-effect:ve access to theIr customers and potentIal
~~stomers. They need the ab1lity to present their informational
and promotional messages in ways which differentiate them
effectively from theIr competitors, and which build sales volume.
They need reliable feedback on the effectiveness of the limIted
number of dollars they are able to spend on advertising and
promotion. EYP is beIng desIgned to support PBD's core printed
product In meetIng the needs of these local retailers and other
d:rec: provIders of goods and services.
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California businesses and households seek out shopping
information in order to make better purchasing decisions. They
demand information which enables them to differentiate
meaningfully the comparative price-value relationships between
similar goodS, and comparative reliability and trustworthine~c

among competing providers of similar services. EYP is be~Il~

designed to assist end users of information, both bU~~l~esses and
households, make better purchasing decisions by pr~vIding them
lnformation which is more current, more detailed, and more
responsive to their individual needs th~~ cvailable alternatIves
such as the printed yellow pages torl~Y·

How EYP Satisfies Market Needs

EYP is a series of applications centered on a proprietary and
comprehensive database which contains information about all
business and government entities in the State of California.
WIll provide California busInesses and households access to a
vast amount of detailed and accurate and current information.
will also give them the abIlity to make purchases, reservatIons
and other transactions, and it will enable them to communicate
and Interact In real tIme with others who use EYP.

70 illustrate, EYP can gIve businesses and households answers to
~uestlons s~ch as:

• WhlCh of the avallable products, brands or serVIce providers
meet my requirements :or the purchase I am conSIderIng?

• Where can I fInd a gIver. product, brand or serVIce In my
community?

• What products, brands and services are sold at a gIven
locatIon?

• How do I get fro~ where : a~ now to the locatIon I am
Interested ln fIndlnc~

• What kInds of serVlce5 and faCllltles do the local, state and
federa: goverr~en:5 =ffe~ lr. my COIT~Ur.l:Y? WhICh one of the
myrIad of governme~: 3~en=le5 do : call to :lnd the
In:crmatlon : need:

from the advertIser's pe~spectlve, EYP WIll provide Improved
tools for presentIng cOIT~ercIal messages and measurIng thelr
Impacts. AdvertIsers ~l~~ be able to use text, graphic images,
photographs, a Wide varlety of sounds, and, In some cases, full
motIon VIdeo, to descrIbe their offerings to their customers and
potential customers. EYP Will make it possible for consumers whc
see informatIon and corr~erclal messages to take immedIate actIon
on them, by reques::n~ additional information or by makIng
p~~=hases. EYP Wl:~ enacle advertisers to measure preCisely the
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number and critical demographic characteristics of the people w~o

are exposed to, and who act on, their messages.

Four Principal Components of EYP

EYP is composed of four principal elements:

.(1) Informatlon. EYP comprises shopping informatlon, mapplng
information, government information and evaluative information,
The directory company can act as the primary originator and
packager of information. Additional information sources may
include third-party providers of objective and evaluative
information In areas falling outside the directory's eXlstlng
database.

(2) Hardware. Computer hardware will provide the storage and
manipulation of the information in the EYP. The directory
company may develop st=ategic alliances with hardware providers.
PEDIs original plan was to establish lts EYP database as an
essent.:..al bundle~.:..n enhancement to selected ha:::-dware produc':.s.

~3) Software. Computer software will bring to life the
l~fo:::-matlon and serV1ces lncluded in the EYP. The dlrectory
company may develop st:::-ategic alliances with developers of
selected software products, may p:::-ovlde the graphlcal interfaces
between ~yp ano 1tS users, and may serve as the platforms for
=o;.~~~.:..catlOr. and transactlo" serVIces WhIch are Included .:..n the

14; Teleco~Eunlcations. Telecommun1cations products and serVIces
a:::-e requ.:.:::-ed to enable customers to access and use the
:~:CY~a:lo~ anc so:~wa~e ele~en~s.

EY? lS shaped pr.:..rnar:ly bv the Informatlon and marketlng
ccrr~~n~=a~:o~ ~ee~~ c: ~:~ =ust8mers. Hardware, software and
te~ecornm~n.:..c:a::':'::~5"'·':'~_ :e .:.:-.::e::ral elements of ~YP, but the):
w.:.ll support cus:::mer .:.r.:ormatlon and marketlng commun1cat10ns
reqL.:.reme~:s lns:eaj of jef.:.nlno or crea:.:.ng :hem.

Three Tiers of Informatlon In EYP Database

The heart of EYP 1S the database. The database WIll conta1n
I~formatlon about every bUSIness in the State of Callfornla. It
wlll also lnclude In:orma~ion about faclilties and serVIces
offered by lo::::al, rec:L;.or.al and state and federal governmental
agencles 1n Callfornla.
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Database will include three distinct tiers of information on
California businesses:

Tier I information includes the name, address, telephone nurnbe~

and SMART Yellow Pages heading of the business. This information
is contained in PBD's current databases.

Tier II Information includes enhanced information of most
Cal~fornia businesses such as hours of operation, products and
brands sold, and the availability of delivery and parking. It 1S
expected that desired Tier II information will differ by end user
category (business versus consumer users) and by type of business
(e.g., and users will seek different information about providers
of professional services than about retailers of large durable
goods) .

Tier III Information consists of promotional messages from
advertisers. Advertisers will be able to inform their current
and potential customers of sales and specials, new offerings and
locations, and other advertising information, via Tier III.

Accord:ng to PED, Tier I Information is widely available today;
for example, American Business Information, Inc., offers a CD-ROM
dISk which contains Tier = Information for approximately 9.2
re111ion U.S. businesses and costs about $349.

~~er == Information, by contrast, is informat1on which by
de~:nition 1S widely oeslred by buslnesses and consumers, but IS

j:f:Icult or expenSIve tc obtaln.

EYP'S Two Revenue Streams

EYP is belng planned to generate two separate revenue streams.
One wIll include revenues from 1nformation users, both businesses
and households.

The second stream wIl: Include only revenues from advert1sers.
A: the outset, only advect:sers for partic1pation in Tier III may
be charged.

:ler II represents the maJority of the potential advertiser
revenue stream In the long run. However, this stream is not
lIkely to emerge unt1l a slgn1ficant number of businesses and
consumers have become users of the EYP. It 1S proposed that
PaCIfic Telesis Group 1nvest In the creation of Tier II
Information during the EYP developmental years. This will enabl
a crItlcal mass o~ TIer II Information users to be generated.
Once the value 0: those ~se~s has been proven to advertisers,
use~s wll: be cha~ged :0r contlnued participation In Tier I:.
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(For more detail discussion on this subject, please refer to
Chapter 6)

A third significant element in the advertiser revenue stream is
revenues from advertiser participation in the interactive
services of EYP. Advertisers may be charged who use the EYP
solution a) to target specific customer groups, b) to gather
responses from customers, and c) to receive information on
customer response to their messages.

EYP Delivery Channels

Users will interac: with the EYP Database via four delivery
channels:

(1) Operator-assisted. Anyone with access to a telephone will be
able to dial 411 and query live operators for EYP information.
For example, a caller would be able to find a nearby French
restaurant that is open past 8:00 p.m. which accepts the Discover
card, in addition to being given the restaurant's telephone
number.

(2) Public access. California residents and visitors would be
able to use attractive terminals located in high-traffic publlC
locations to interact wlth SYP. Such terminals may include
touch-sensitive screens, fo~r-color lnformation dlsplays,
llnkages to laser dlSCS con:alnlng full-motlon video images, and
~ransaC:lons capabl~l:les.

(3) Online. Owners of personal computers and modems would have
the capability to dial into EYP to find the information they
deslre.

(4) DiSks. Owners 0: personal computers could order a CD-ROM o~

floppy dlsks con:alDlnc :nformatlon tallored to thelr needs.

PBD sees the deSign of EYP delivery channel creatlng
oppor:~n:ties for coopera:lon between varlOUS Paclflc Bell
b~slness unlts. For exa~ple, the EYP database may be sold to the
Operator Servlces group Within the RBOC, which in turn mlght
retall lnformatlon from :ne database to 411 callers. Simllarly,
the EYP database may be sold to Paciflc Bell's Coin SerVlces
group, which could reta:l lnformatl0n to users of the publiC
term:nals.
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EYP, A REFLECTION OF CHANGING YELLOW PAGE TECHNOLOGY

It can be said that the market drove the yellow pages into
electronic. But the yellow page technology appears to have
caught up with the market demand. In fact, the expansion from
traditional printed yellow pages to electronic appears to be a
national phenomenon:

"For one thlng, every RBOC has to be positioning for an eventua:
move into electronic yellow pages" -- Electronic Services Update
by Link Resources Corp., May, 90, titled; Bell Atlantic wants to
be more like Prodigy.~

"To some extent, these transformations of the market undermIne
the traditional means of dlssemlnating self-access
advertisements. Rapid change means that the information in
directories which are published at long intervals soon becomes
out of date, while the market for media which contain fresh and
up-to-date informa~ion grows proportionally." - The Yellow LIne,
Sept., 91."

~t appears that the dlrectory industry has come to a point of
evo~utl0n, a point to transIt from its prlnted yellow pages Into
a more dynamIc elec~ronlc publlshing era. Even the definltion of
Electronic Yellow Pages may have evolved through the years.
~oday, Pacl::c Bell has changed the term ElectronIc Yellow Pages
:c ~lectro;;:c Pc.bllsh:ng SerVIces (EPS). ?acIflc'S deflnItIon
cha~ge broadens the coveraae of PUb~lshlng serVIces, EYP becomes
G s:...:t:·5e~ c: EPS.

SUMMARY

Accordlng to PBD, the ccnve:;lng demands o~ the three market
segme;;ts has made the oppc::c.nlty o~ EYP a reasonably calculated
venture. However, ap8e~:s that PBD's VISIon of EYP as an
cttractlve opportl.:;.=-t~, :'.~2 ::'0''2:-. r..atcnec: by the deSIre of the
?a=l~:c Te:esls corp2ra:e ~2~agement :0 move thlS underta~:lng to
2: b'O'low-the-:lne aff::=-~·~ tc 8ene:lt l~S shareholders. In fact.
beclnr.:..ng January l. : ()C;~, toe [':'p ProJect DIrector was
trar;sferrec to Pac:':lc Sp~~ :n:ormatlon Services (PBIS). On
November L::', 1993, rae:::.::: Se:C.l applIed to the Callfornla
Comrr~iSSlon to have PB~S :..r:.s:ead of PBD) "enter the ElectronIC
PublIshIng SerVIces Harke:." On Aprl.::" 1, 1994, the EYP

"'~. . ST·
~~lec:ronlC erVlces Jp~a:e

:::::"eC; Bell A:lant:c war:.:s
?E Documer.t ~Q3~~J- - 709

by Link Resources Corp., May,90,
to be more ~lke Prodigy.

PE )oc~men: #034793)
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development team was transferred again to the newly formed
Pacific Telesis Electronic Publishing Services (PTEPS). Unlike
PBlS, being a wholly owned subsidiary of Pacific Bell, PTEPS 1S
an affiliate under the parent corporation, Pacific Telesis.

Another complication to the issue arose recently when PBD
classified EYP under a presumably larger class of service,
namely, Electronic Publishing Services. Pacific Bell defines
£lectronic PUblishing as "the universe of services and products
through which information, traditionally provided in prlnt form
(e.g., directories, newspapers, catalogs) is distributed or
accessed over the basic telephone network using electronic
deVlces (e.g., telephones, screen phones, personal computers) 7

This audit sought to reveal the nature and issues concerning thlS
new product, EYP, by finding and analyzing the perspective issues
and by having a thorough understanding of what transpired on the
long development road of EYP by Pacific Bell Directory. (For
:urther information concerning EYP Vision and Development
Strategy and Overview, please see Appendices A and B.)
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CHAPTER 4

THE POTENTIAL IMPACT OF ELECTRONIC YELLOW PAGES
ON TRADITIONAL PRINTED YELLOW PAGES

PACIFIC BELL'S DESIRE TO MOVE EYP OUT OF PBD

Pacific Bell has made its intention clear that it desires to move
electronic yellow page out of the above-the-line Directory. ThlS
is borne out by Pacific Bell's pending application with the
California Commlssion to have its affiliate to enter the
electronic pUblishing services. Pacific Bell has already
transferred EYP project personnel from PBD to its affiliate. In
California, all revenues and expenses of the printed directory
operation are considered "above-the-line" for ratemaking
purposes. If the non-regulated affiliate were to enter Into
electronic yellow pages where the directory company IS
prohibited, the affl11ate will be competing with the traditional
prlnted yellow pages. The questions are what and how will
pr:nted yellow pages be potentially impacted as a result of non
regulated affillate enter:ng electronic yellow pages.

POTENTIAL REVENUE EROSION OF EYP ON PRINTED YELLOW PAGES

C~ ~aJor ccncer~ :5 the pote~::a: revenue erOSIO~ c~ prlnted
ye::"ow pages by electrcnlc yeilow pages. According tc PaclfIc
Sell, the revenue erOSIon may be In the millIons of dollars. S To
co~prehend the potentIal impacts of EYP on printed yellow page,
a~ analysIs of the fcllow:na Issues must be conducted:

4' The nature of prlnte~ ye:low pages versus electronIc yellow
pages;
The f 1..: t 1..: reo U :: 1 0 0 ~: ~.. :: r, c:: :: w·cpr 0 du c ::: s ;

NATURE OF YELLOW PAGES

ye:"low pages;
\' e :.. ~ 0 w p age S .

and

h study of the nature cf yellow pages wlll provide a gUIde In
assessIng the potent:a:" lmpacts of electronIC yellow pages on
~rln:ed yellow pages. :he followIng questlons must be answered:

8?aclflC Be:: :nfor~a::10~ SerVIces 1992 BUSIness Plan Overlay,
~~~~s:: :99:.?~ =cc~~e~:: #034894\

C-30



• What is the difference between printed yellow pages and
electronic yellow pages?

• What are the primary functions and purpose of the printed
yellow pages? of electronic yellow pages?

• Are the above differences dictated by the capabilities of the
transmission media, paper copy and electronic media?

• Does the use of electronic media instead of paper change the
basic functions and purpose of what has traditionally been

'. Yellow Pages? How?
• Are electronic yellow pages a natural outgrowth and loglca~

extension of printed yellow pages? If not, what would be the
logical extension of the printed yellow pages in electronic
form? Where do you draw the line?

• Why should the regulatory treatment of yellow pages change just
because the media used to transmit it moves from paper to
electronic format?

THE FUTURE OUTLOOK

• What is the future outlook of electronic yellow pages?
• What is the future outlook of traditional printed yellow pages

:f PBD were not allowed to provide yellow pages in electronic
form?

MEASURES TO MITIGATE POTENTIAL EROSION

• Lef~ above-the-line, revenues from electronic yellow pages will
help offset erOSion of printed dIrectory revenues. Placed
below-the-line, competItIon from electronic yellow pages will
only further accelerate the Inevitable erosion of dlrectory
revenues.

• Is there any Justlflcatlon for not taking measures to mltlgate
the potentIal erOSlC~ ~: d:rectory revenues that have been
SUbSIdIzIng ratepayers'

• ShOuld PB~ ge: :nvc~vej :~ competltlve projects or not?

COMPETITIVE ISSUES

• Do rIsks of cross-s~bsld1es WhICh could harm both ratepayers
and competitlve markets eX1st by leaVing electronic yellow
pages above-the-ilne 1n PBD? What are they?

• How would these rIsks be lessened by placing electronic yellow
pages In a non-reg~lated affiliate?

• How compet1tIve wOLld the market of electronic yellow pages
be?

• How does electron1c ye~low pages differ from other enhanced
serV1ces?
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• Is electronic yellow pages speculative.and risky? Why?
• Will PBIS have significant market power in the electronic

yellow page business in either the short-term or the long-term?

BUSINESS PLACEMENT OF EYP

affiliate be allowed to
marketing electronic yellow
ratepayers for the use of

•
•
•
•
•
•
•

•

Why should EYP be provided by a non-regulated affiliate?
Who developed EYP?
Who funded the development?
How was EYP developed?
Who has rights to EYP?
How was the business p:acement of EYP decided?
What are the reasons for moving electronic yellow pages out
PBD?
Should Pacific Bell's non-regulated
leverage off the "PacBell" name for
pages services without compensating
the name?

WHAT THIS AUDIT REPORT ADDRESSES

This Audit Report does not answer all the questions and issues
ralsed by the development of electronic yellow pages. These
questions and issues were complicated by Pacific Bell's deslre to
move EYP out of PB~. Wha~ th~s report addresses are questlons
ccn~ernlng who f~nded an8 developed EYP, how ~t was developed,
what ~s tne o~t:ook c~ EYP ~rc~ the perspect~ves of Pacific Bell,
how Pa~~fi~ Teles~s corporate strategy was involved in the
buslness placement o~ EY?, and whether safeguards preventing
cross-subSidies work. The remaining questions and issues are
expected to be aQdressed by the California PubliC Utilities
CO~~lsslon in Pac~::= Be::'2 pendlnq Appllcatlon.

SUMMARY

The lssues and ccn~erns rresented aoove may ~arry different
we:ght of lmportance :n =:::erent state =~risdictions.

Nevertheless, one wa~· 2r ancther, these lssues and concerns Will
have to be addresseo by state regulators as technology and the
market take publish~ng serv:~es to a new and dynamic era of
electroniC telecommun~ca:~ons.
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CHAPTER 5

PACIFIC BELL DIRECTORY'S STRATEGY IN
DEVELOPING ELECTRONIC YELLOW PAGES

WHY DID PACIFIC BELL DIRECTORY ABANDON ITS SINGLE PRODUCT FOCUS?

One may argue that PBD's traditional printed yellow pages has
been for decades, a good and stable profit-making machinery. Why
should PBD expend significant efforts into a new product venture
of the unknown? The NARUC Audit Team discovered that it was not
a rushed decision when PBD first abandoned its philosophy of
single print yellow page product focus and entered into the
development of EYP in 1987. Neither was PBD without a vision for
the future and the market need for EYP.

Collapsing Margin and Difficult Business Growth for Printed
Yellow Pages

According to documents obtained by the NARUC Audit Team, PBD as
ea:-ly as 1987, first saw the company's need for the electronic
yellow pages. In September 1987 John Gaulding, President and CEO
of PED, repo=ted to the Board of D~rectors that the printed
ye~low pages was experienc~ng collapsing margins as the
Cal~fo=n~a marketplace began "true consolidation with strong
competitors chas~ng market share". As a result, business growth
became difficult. For PBD to maintain its market leadership
position, Gaulding argued, PBD not only must improve its cost
e::ic~ency, but also "must explore new opportunities in marketing
and electron~c informa:lon serVlces l~ order to diversify single
product focus."Q

GaLldlng said that ?B~ needed to:

"aggressively seek hcr:=o:Jtal combinations that bring
new market opportunltles as qUlckly as possible. PBD's
:ocus on non-franchlse markets 1S clearly an element of
this strategy. A more aggressive response, and one we
should build toward for 1989, should fully exploit the
latitude available lD the expanded print and
advertising walve=s received in 1987. The full
development of thlS strategy will require PTG to

';;"!-. B:"UE PRINT FOR THE ruTURE", PBD Presentation to the Board of
Dlrectors, September 24, 1987 (PB Document #021545 - 021581)
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acknowledge that the directive advertising business is
no longer franchise or print defined, but is rather a
game played by all others on an extra-regional basis,
with attractive investment models designed to pursue
opportunities along the full range of the industry
value chain."

Major Competitors Already Had Started Investing Into Electronic
Yellow Pages

Gaulding put an urgency in this pursuit of electronic directory
services development as he claimed that "a more insidious and
dangerous form of competition" was seen and through pUblic policy
freedoms enjoyed by both R. H. Donnelley and General Telephone
Directory in California, each had invested heavily during the
past two years in electronic directory capability, and each was
legally free to pursue electronic services. From a corporate
perspective, Gaulding saw both had a more attractive investment
model than PBD, passing either all or a large part of earnings
through to the public shareholder.

Electronic Yellow Pages Was Seen As "The Fastest Growing
Source Of Profits During 1990'S"

Gaulding claimed that the EYP was an attractive opportunity and
be~leved "that electronlc ~arketing services, closely aligned
wlth directive print advertising, represents the qrowth business
o~ the 1990's." "Our analysIs has conVInced us that, although
electronic dIrectory services do not yet have a viable market,
they will be the fastest growing source of profits during the
1990's."

Major Preparation For Entry Into EYP Started In 1987

GauldIng reported to the 3aard o~ Dlrectors that already
"consIderable plannlng work had been InItiated in 1987" In two
"Important" areas: expanslor. of the core SMART Yellow Pages
product to non-franchIse California markets; and, product and
market development In preparation for entry into electronic
directory and mdrket~ng serVlces. He pointed out that "these two
represent the most slonlflcant areas of business growth for PBD
over the next 5 years, and would therefore receive "concentrated
attention" in product and market development during 1988.

GaUldIng summed up that thIS 1988 Business Plan should be viewed
as a "blueprlr.,:" for con':.lnuity of existIng inltlatlves, and for
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focusing on those areas that will allow pan to achieve
"superordinary growth in earnings through the 1990's."

FEEDBACK FROM 1987 EYP DEVELOPMENT

Market Calls For EYP

Since the inauguration to initiate development of EYP, In
September 1988, Gaulding reported to the Board of Directors 10 that
there was strong evidence from the marketplace that consumers
were changing their purchasing behavior: what they bought, where
they made their buying decisions, what stimulated that decision,
and a complex array of factors that ultimately influenced the
effectiveness of advertising expenditures.

In response, PBD had attempted to respond to these shifts through
research-based scooping changes and the addition of sufficient
consumer oriented information to make the SMART Yellow Pages a
more comprehensive consumer reference vehicle. However, Gaulding
carne to recognize and reaffirm the need for developing EYP:

"The yellow pages medium is, a relatively monolithic
vehicle to the marketplace -- a fact that is both its
greatest strength and its most profound market
::ab:l::y. As ma~ke~ segmentation becomes more
soptls~lca~ed, the need to develop more targeted
advertls:ng messages becomes increas:ngly lmportant to
the advertiser. More targeted clrculatlon or reach,
tighter messages that convey a product or business
superlorlty, more promotlonal capability -- these are
needs in the marketplace ~hat have not, and cannot, be
met by the tradi:lonal yellow paae med~um." (emphasis
added)

ObVlously, EY? :5 the anSwe~ to :~lfill what the traditlonal YP
rnec:~~ cannot.

S~z~ng The EYP Market In 1988

Ga~lding envisloned that the market potentlal for these types of
serVlce5 had already been steadily growing ln the decade, and
promised to fundamentally change the nature of business
advertlsing in the fut~re. He reported that PBD's recently

1°1989 Business Plan
FOUNDATION FOR THE ~JTURE

PBL Presen~atlon to the Board of Directors
Se~:eITber 3e, 196e
~~a: D~es the F~:~~e Laak ~lke? (PB Document #021231 - 242)
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completed work indicated that the size of .tOe.California market,
which consisted of medium and large businesses, was approximately
$1.5 billion in purchased service, and five times as large when
in-house capabilities were considered. These estimates did not
include the then very small and small businesses served by the
SMART Yellow Pages and there was strong circumstantial evidence
that PBD's current customers were already diversifying their
vehicles to the market as well.

EYP Development Was Also Found To Serve Existing Printed
Directory

Gaulding reported that it had been two years since 1987 that PBD
had begun developing the basis for entry into the marketing
services industry. He stated that the yellow page business was a
highly specialized group of integrated marketing services
targeted at a particular segment of the market, in which PBD
needed to use many marketing services skills to further enhance
its core business. Gaulding found that "New product development,
creative services, specialty publishing, direct mail, large scale
database management -- are disciplines that can be used to both
meet the needs of the markets we do not reach today, and improve
our effectiveness in the core yellow page business." In other
words, the development of EYP was a venture justified anyway you
look at it.

PACIFIC BELL DIRECTORY GEARING UP FOR THE NEW VENTURE

Restructuring Pacific Bell Directory

In response to the call for EYP development, Gaulding obta~ned

approval to restructure the Dlrectory Company along "three
d:.stlnc:ness of bus:.ness":
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~6D ORGANIZATION STRUCTURE

____HQ_L_D_IN_~COMpANY

I ~
PACIFIC BELL PACIFIC INFORMATION

?M~RT YELLOW PAGES MANAGEMENT SYSTEMS

I
PACIFIC

MARKET ACCESS

We create information products and
provide marketing services that give
business cost-effective access to
their target markets. and consumers
valued information organized in a
useful way.

1. Pacific Bell SMART Yellow Pages an entity responsible for
the sales and marketing of yellow page advertising in the Pacific
Bell franchise area;

2. Pacific Information Management Systems -- an entity
responsible for the end-to-end manufacturing of print information
services to support both the core yellow page business, and a nek'
set of emeraina marketlna services that will serve existinG and

c r r

new markets with newly developed products. The Informatlon
Managemen: un:: was charged wlth the responsibility for
technology plannlng, database acqulsltion and management, paper
and prlnt strategy and proc~rement.

3. Pacific Market Access (PMA) -- an entity responsible for the
creatlon, development, and marketing of a broad range of
marketing services, both for the core Yellow Pages and for
commercial markets. It was to be responsible for developing the
national market for all relevant media advertising buys,
including the yellow page medium. PMA would be managed as a
proflt center and was charged wlth the development of marketing
products and serVlces :c~ cOIT~ercial markets, three of WhlCh went
tc market trial ln ~989. PMP.' buslness scope speclfied Dlrectlve
marketing services w:tt wh:ch businesses accessed or could be
accessed by consumers ::kely to buy their goods and services.
The media specification lncluded both Print and electronic media
which would be used for packaging and distribution of informatiol
products and marketlng services for various situations and needs
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Restructurinq Was A Result Of Sensing Changes In the Marketplace

The purpose of the restructure was to bring new effectiveness and
accountability to the core yellow page business, "develop an
information infrastructure that can serve multiple product and
business needs, and focus entrepreneurial energy on high growth
marketing services markets."

Gaulding emphasized that the restructuring was "a result of
sensing changes in the advertising marketplace, and actina to
preserve the health of the core yellow page business, while
responding to the needs of the market through new services that
carry a higher competitive and risk profile." PBD believed th~s

restructuring was both "strategically and operationally sound,"
and would materially assist profitable growth in both its
traditional and "emerging activities" in the advertising
lndustry.

Change In Corporate Single Product And Risk Averse
Philosophy

Hence, Gaulding inaugurated this significant change of PBD's
policy:

"We will need many product ideas in motion at all
tlmes. And ~lke other portfolio concepts, this one
Wl:: have Wlnners and loser. Our blas should not be on
perfectlon, but rather progress and production. To the
greatest extent posslble, we wlll need to create an
environment that reflnes product from market response
and does not allow rlsk averse processes to suffocate
lnnovatlon.
:n summary, all facets 0: this business -- new and
revltallzed -- hold prom:se for sustainable growth in
attractlve industrles. The business carries greater
rlsk than :t has :~ the past -- no' matter what -- but
we are ex=:tea c~ ::5 prospects and are l~ full motion
toward our :~t~re."em~~as:s added~

EYP Development Contlnued By the New CEO in 1990

John Gaulding's vlsion for EYP development continued even after
he was replaced by Van Allen as the new Chief Executive Officer
of PBD ~n 1990. Mr. Va~ Allen was quoted that EYP was "at the
top of hlS "build for the future' agenda, and appeared very
supportlve of the proJe=t". Mr. Van Allen requested the EYP Tas
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Force "to provide more detail on the costs_associated with
pursuing the aggressive 1991 development opii6n."11

In summary, what drove PBD into developing EYP was the
recognition of the pressure building on its declining profit
margin and business growth, the realization of the change in the
marketplace, the attraction of the EYP opportunity and the
subsequent abandonment of PBD's single product focus to
diversified ones, from monolithic print to versatile electronic.

, .
~~Memo to EYP Task Force dated June 25, 1990, titled EYP Progress
Repo~t (PB Docume~t #034588 - 623)
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CHAPTER 6

CHRONOLOGY OF PACIFIC BELL DIRECTORY'S
ELECTRONIC YELLOW PAGES DEVELOPMENT

PBD'S EARLY VISION OF EYP TRACED BACK TO 1986

Even before the RBOCs applied for their waiver of MFJ restrictio~

in information services, as early as 1986, PBD already was eager
to venture into new products and services beyond the boundary of
Yellow Pages which was restricted to printed form. The 1986
Presentation to the PBD Board of Directors proposed building a
new PBD BUSINESS SYSTEM. A multi-media, print equivalent product
and distribution was already envisioned as something PBD would
enter into under its main goal of "Building a Strategic Future":::

"PED: BUILDING A STRATEGIC FUTURE"
Other Listings
Data Bases

Data Base

J., J.,
VMktg Data Base) Information Management System (Billing)

l' Ad-w After
Marketing Field Publishing Market , ver-
And

~ ~ Services /

Prod Dev't Sales Services tisers

,l/

Pnntand
Other Distribution , UsersMedia "Ponlon

o Stand-Alone Information Company

o Marketlng-Dnven

o Pnmary Data Systems

o Multi-Media, Print Equivalent Product and Distribution

;''':'JL::y 24, :"986 P:-esentatl.on to PB;) Board of Directors (Document
uC2:r::2
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On November 5, 1987, the PBD Information Management System
Project Review13 cited one of the major contribution of the new
Information System would be to "Provide increase flexibility to
migrate into new information products as the opportunity arises . ..

A comparison between the then existing old data system and the
new IMS system highlighted the importance of new product, one of
which should be reasonably inferred to as the electronic yellow

. pages. (See John Gaulding's 1988 Business Plan in Chapter 4)
While the old YPS system was not "positioned" adequately to meet
new business demands for the future, the new IMS' increased
flexibility and enhanced system capabilities has effectively
allowed for the efficient migration into "new lines of business."
Although the structure of the old YPS database was flexible, it
could not be readily altered to accommodate new applications or
new features, the IMS database would provide increased
flexibility to migrate into "new products andlor lines of
business."

The Review also noted one of the IMS Qualitative Benefits was
"Improved Flexibiu ty to Rescope Directori es and Crea te New
Products. "

On May 2, 1988, the SMG (Senior Management Group) Meeting
c:ted "Selling electronic or paper media with customer at his
:enr..::.nal/.'1is location (terminal to terminal)" as the Sales Model,
e: "Shared Vlslon of the Future \.lnder IMS Vision of the Future""4

The documents related to the data system offer a confirmation of
the presentations by John Gaulding in the previous chapter, that
by 19B7 and 1988, PED's development of electronic yellow pages
was undoUbtedly clear.

EARLY ATTEMPTS TO PROVIDE DIRECTIVE MARKETING SERVICES

C~uclal to the push c: P3D lnto developing electronic yellow
pages was the need 0: cus:ome~s to access updated lnformatlon
slrn:lar to newspaper aove~:lsements on the one hand and the need
of advertlsers to reach thelr targeted customer on the other
hand. This is called Dlrectlve Marketing which the printed
yellow pages intrinslcally could not deliver nor could PBD

13November 5, 1987, the PBD Information Management System Projec1
ReVlew (PE Document #021531 -536)
14May 2, 1988, the SMG (Senlor Management Group) Meeting (PB
Document #021483)
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